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Cautionarnr etatement: AIl atatementg in tbie Orarterly Report on Form 10-Q

that do not reflect historical iaf,ormatioa are fomard-looking statementa,
within tbe meaniug of tbe Private Securitiee Litigation Reform Act of 1995 (ae

ameaded). Fonrard-Iooking atatemeuta iaclude atatemeaea concerning the pending
merger with The Dow Chemical Corq>any. (the rDow'ttlergfer') i plane; objectivea,'
strategies,. anticipated future cventa or perfo::nance; sales; coat, oq>enee and

earnings epectations; tbe Year 2000 ieeue; interest rate and eurrency risk
management; the chernical narkete iD 1999 and beyond; cost, reduction targetst
'""noirig" and profitability targetsr develolrmeut, Production and acceptance of,

new produete and proceas tecbnologries; ongoing and planned capacity additions
and expalsione; joiat venturesi Managementts Diseussion e Arralyeis; and any
other Btatements tbat do not reflect bietorical inf,ormatsion.
Such fonrard-lookiag stateme[ts are subject to risks and uncertainEies.
Inportant factors that could cause actual reaults Eo differ rnaterially from
tboae digcussed iu euch fonard-Iooking statements include the supply/denand
balanee f,or tbe corporationra productsr c.ustoner inventory levelst colq)etitive
pricing presaures; feedetock availability and cogte; changee in induetry
lroduction capacitieg ald operatiDg ratee; cunenry excbange rateai intere8t
rates; global economic coaditions; disnrptioD ia tranaPortation facilities;
conpetitive tecbnology positioue; failure by tbe corPoratioa to achievc
tecttnotogy object,ives, Year 2000 readinese, acbieve cost reduction tsargetB or
corqrlete projectss on acbedule and on budget; inability to obtain new cuatomera
or ietaiu exieting onesi and ritb respect to tbe Dov MelSer' failure to obtain
necessar? regulatot1r and other ltovernmental aPProva1e and failure to eatiefy
coaditione of tbe merger agree[Ent.



PART I. FMANCIAL INFORITIATION

I'NION CERBTDE CORPORATTON AI{D SI'BSTDIARIES
CPIIDENSED CONSOIJIDATED STATEMEIIT OF TNCOME

uiUioas of dollars
(E:<cept per sbare figuree)

Ouarter ended ilune 30,

NET SAI.ES

Cost of saIes, exclusive of depreciation aad
annortsizatioa

Research and develoPment ,-\
Selling, administrative and other e:(pensea rs'
Depreeiatioa and amortizatioa
Partnerahip income (lose)
Otber iacome - net

IDICIIIE BEFORE INTtsREST ET(PENSB AIID PRO\ESIOII FOR

INCOMB TAIGS
IDtereat e:cPeDse

INCOIIIE BEFORE PROVISION FOR INCOME TA]GS

Provision for i-acome taxea 
:

INCOME OF CONSOITIDATED COI'{PANIAS AIID PARIITERSEIPS

Minority intereet
Iross from coryorate investmeatse carried at equity

NET INCOI.IE

EarninEs per cofitron abare
Basic
Diluted

Casb dividende declared Per cotmroa share

(a) selling, admiaigtrative and otber exPensea include:
Selling
A&niaistrative
Otber erqtenses

1999

s1,418

1,115
39
57
95
(4)

.27

135
35

1oo
25

75
1

18

s-Eg,

1998

s].. 459

1,097
.36

72
98
27
10

:

203
29

L74
51

123
1

E--113

s o.42
s 0.{1
s o.22s

923
15
18

t--g,u,

I O.87
I 0.8s
$ 0.22s

s23
29
20

*

Tbe Notes to condeneed coneolidated Financial statemeats on Pagea ? t'hrougb 13

sbould be read ia conjunctioD witb Ebis etatsoeut'



nNroN elRBrDE @RPORATrgll Ar\rD STIBSTDIARIES
EOIIDENSED EONSOI,IDATED STA!EMENT OF INCOME

MiUions of dollars
(E:ccept Per ahare figrures)
Six months ended ilune 30,

llET SALES

Cost of gales, exclusive of depreciation and
amortization

Researcb and develoPmeat
Selling, adminietrative and other etq)ensee (a)

Depreciation and amortization
PartnerghiP incorne
Otsher income - tret

I![co{EBEFC}REI!|TERBSTEI(PENSEeNDPRovISIo}rFoR
INCOME TA:(ES
Iltereat eqrense

INCUIE BBFORE PRO1ESION FOR INC![tlE TAXBS

Provision for iacqne taxes

INClC[rlE OF CONSOLIDATED C!N{PA![IES e}ID PARTITERSEIPS

Minority interest
Loes from corPorate iDveatmcnta carried at equity

INCOTTIE BEFORE CT,III'IJATNTB BFFECT OF CEAIIGE IN
ACCOUIITING PRIITCIPIJE
Cumrlativeeffectofcbangeinaccorrntingpriaciple

NET INCOME

Eanings Per comnon ghare
Basic

Income before cunulative effcct of cbange
in accounting PriuciPle

Curmrl.ativeeffectofcbangeinaccorrntingpriaciple
Net income

DiluEed -
Incqne before gumrlative effect of cbange

in accounting PrinciPle
curmrlative effect of cbange in'accountiag Principle
Net income

Casb dividends declared Per commctn ebare

(a) Selling, a&ninistrative and otber e:cl'enaea include:
Selling S

Adrniaistrative
Otsher erq)easea

1999

s2.820

2,L57
76

L27
199

2

-!L
304

65

238
59

L79
2

50

t27
(2d)

s 107

-

1998

s3. 020

2,248
73

155
193

6,1

-2L
435

'se

379
110

269
2
7

260

-:s 250

-
$ o.es

(o.rs)
0.80

$ 0.e3
(0.1{)
o.79

$ o.45

46
41

-!9
s L21

-

I 1.91

1.91

I 1.86

1.86
$ o.4s

$4e
58
49

s 156

-
7 tbrougbThe Notes to coadensed coaeolidat'ed Financial statenents oa Pagee

shouldbereadiaconjrrnctionwitbebieBtaternerrE.
13



UNTOtg CARBIDE EORPORATTON A}fD SI'BSIDIARIES
CONDENSED CONSOIJIDATED BAIJAITCE SEEET

Millions of dollars
ilune 30, Dec.31,

-_r9.9e- 1ee8

ASSETS
Cash and caah equivalents
Notes and accounts receivable
Inventories
Otber curreat aBseta
Total qrrrent asseta

Property, plaat and equiPment
L,egg : Acsunrlated dePreciation
Net fixed assets

Companies carried at equitY
Other invegEmeutg aad advances
Total inveatments aad advances

Other as3ets

Total aasetg

l

IJIABTLITIES AIID STIOCKBOL'DERS I EOIrrTT
Accounts payable
Sbort-term debt and curreut portioa of

long-tern debt
Accnred income and other taxes
otber accnred liabilitiee
Total current liabilitiee

Iong-term debt
Postretirement beuefit, obligatioa
Other long-Eerm obligratione
Deferred credite
Minority Btockboldere' eguity ia congolidat'cd

subsidiariee
Stockholdera' eguity:

comnon gtock - autborized - 500,000'000 ebares

941
1,075

599
247

L,962

I,7L4
4.363
{.351

561
119
680

472

El*lgE

$4e
933
667

-zil-1,9S.
8,4O9 '

4.228
4. 181

624
141 .

765'

_*:tg
EJJ.4

I 264

426
110
610

J-e,g.

L,795
,150

602
488

35

155

79
l2l

(10{}
3,357

(671

(e5e)

J.-,l:z
s7.29L

-
7 through 13

$ 2s9

419
22

662

-L-3€
2,O44

439
591
550

38

- igeued - 156,563,3{3 ebares L57
(155,052,01? gbares in 1998)

Additional paid-in caPital
Otber equity adjustncnte
Accumrlated otber coqlrebcnsive loge
Retained eaminge
Ilaearned enqllolzce eorqtenaatioa - ESOP

Treasurlt gtock, at cost-23,415,856 eharea
(22,356,01? sbares in 1998)

Total Btockboldere' eguitY
Total liabilitieg aad Bcoct(botders' eguitsy

11{
(21

(1s7)
3,4O4

(s5)

(1. 019)
J--+!L
E-Ll,g,g

Tbe Note8 Eo Coadensed Coagolidated Finaacial Statemalts on Pagee

ebould be read ia coajunctioa witb tbie statemcnE.



nNroN cARBrpE CoRPoRATTON AS]D-SnBSTDTARI$9 -_CO@ srarrrgwr Or caSn rrlows

Millions of do].lars
non
1999

Increase (decreaee) in
eash artd cash eerivalentg

OPERATIONS
Income before curmrlative effect of cbange ia

accounting principle
Noncasb cbarges (credite) to net income

Depreciation and alPrtization
Deferred incorne taxes
Equity in (earainge) Ioeaes of joiat venturea'

net of casb receivcd
Other

racrease in working caPital(a)

I 't21

199
81

58
2L

(21s)

$ 250'

193
98

4
38

(200)

il;;I:;-;J:;;d-1i;ilities (33) (36)
2tt

Cash Flow From OPeratleqe
IMTESTING

Capital ocPeaditures
Investrnents, advanees and acquieitions
Proceeds from tbc gale of,

available-for-eaIe eecuritiea
Purchase of available-for-aale geeuritiea

248

(381)
(621

18
(28)

357

(3s7) '
(23)

L7
l22l

Sale of f ot

FII{AI{CI}IG- -Ot"og" ia ebort-tenur debt (3 rcnth's or leas)
Proceeds fron ahort-term debt
RePa)meate of gbort-term debt'
Procleds from long-tern debt
Repa)ments of loag-tsernr debt
rsluanee of comnon stock
Purcbase of comou etock
Palment of divideodg

Caeh FIow Used For IDvca

Caeb Flow From
charrges on caeh and

434)

178

20
2

(8)
285
(s2)
30

(s0)
(60)

(379)

(73)
25

248
(3)
24

(12e)
(61)

(8)
Cfrange in casb and caeb eguivalents

4

Cash paid for iateregt and income taxea
Intireet (net of ancnrnt capitalized) 172s18

I
$

54
24Incone taxes

(a) Net cbauge ia ccrtain corq)oDents of, working capital (excluding
aon-cagb egnnditures) :

(Increaee) decrcase in currsrt aaseta
Notea and accountg receirrable $ (146)

7t
(20)

$ (1)
(ls)

1Iaventories
Other current asBeCa

o."i""tc io nav.uice-t+ agcnrare trzol trg:.t
$ tzrsl $ tzool

Tlre NoEes to Condensed Coneolidated Financial StsatseneDtse oa Pages ? tbrouEb 13

"U"ofa 
be read ia conjuactsion with tbia atatemeat'



1.

I'NTON CARBTDE CORPORATTON AIID SI'BSIDIARTES
NoE'Es lo coM,ENsED coNsoI,tDATED FIIIANCIAI, STATEMENfS

Consolidated Financial statementa

In the opiaion of managenent, the acconqranying unaudited condenged

coneolidated financial statementa include all adjuetments Decessar? f,or a
fair Btatement of tbe regults for the interim periode. These adjustsmenta

conaist of only Dolmal recurring adjustments. Tbe acconpanyiug
statements sbould be read in conjunction with tbe Notes to Financial
Statementss of Union Carbide Corporation and Subsidiaries ('Ehe

corporaLion' or 'UCC') ia.tbe 1998 annual report to stockholders'

Unrealized gaine and loegee reeulting from tranelating foreigra
subsidiarieg' aegets alrd liabilitiea into U.S. dollars generally are
recognized ae part of .conr;lrebeusive Incone,' and are iucluded ia
'AccumrlaBed otber conprebeneive logs' on tbe Coadensed Colrsolidated
Balance Sbeet qntil eucb time as the subsidiary is eold or gnbetaDtially
or conpletely liquidated. Translatioa gaina and loggea relating to Ehoee

operatlons located in Latin American couatriee where hgnrinflatioD. '.

exiete and to intqiaational operationa using tbe U.S. dollar as Cbeir
functional curreaey are included in tbe Condensed'€onsolidated Statemeut
of laconre.

CertaiB anounta bave been reclaBgified to conform to tbe surrcrlt Period'3
preseatatioa.

Conrprehensive Incorne

The followiag sununary Presents tbe cottEoaeate of coqlrebensive jlcome:
2.

Millioae of dollars

Net income
Other corqlrebensive iucdnc (loae) :

Itnrealized gains and loases oD-
available-for-eale gecuritieg, net of
reclaeeifieatioa adjuatmeat, nct of tax

Foreigm surrensy translation adjustrnents

Tocal conPrebensive iDcome

3. Inveatoriee

Millioue of dollare

Raw nateriala and auPPliea
work in process
Finished goods

ouarter Ended

-Erlgejlg-1999 1998

ss5 $118

@
ilune 30,

]'eee Egg

$107 9250

2

-lzl
ss6

-

l2l
J!9,)
s100

-

4

Jg)
32s6

-

2

-155)
s54

-

ilune 30,
1999

$148
50

{01
s599

-

Dec. 31,

--uilg-
$187

41
.139

s567

-



4. BuEiness and Geographic SegrmenE Information

The cor?oration hae two oPerating aegmeDts, specialties & InBcrmediates
(.S&Io) ald Basic Chemicale & Polymers ('BC&P"). Ttre S&I seltrneDt includes
the coryorationrs specialty chernicale aDd pollmers product liaes,
liceneing, and golvests and cbemical inter:rrediates. The Bc&P segmeut

includes the cot?oratioars ethylene and propylene manufaeturing operations
as well as the pioduction of first-level eEbyleoe and propylene
derivatives-polyethylene, polypropyleDc, ethylene oxide and etbylene
glycol. In "aaitiott to its oPeratirg aestmenta, the corporatioDrs other

""gr"rrt 
includes itg noa-core opcrations and finaucial transactions otsber

than derivatives deeigmated as bedges, wbicb are included in tbe same

segment as the item being hedged'

Sales of tbe BC&p BegmeDt include intersegmeat sa1es, principally ethylene
oxide, wbicb are made at the egtirnated nrarket value of tbe ProductE
tra'eferred. Tbe corporatioa evaluateg lnrformance based on Incorne before
i3terest sqrense and provieion for incoure taxes (oPeratiag profit) '

s&r BC&P Other Total
Millions of dollare
tbree montbe ended

ilune 30. 1999
Net sales
Interaegment revenues
Segment revenues
Depreciation and anortization
PartnersbiP inconre (lose)
operating Profit (loss)
IDtereEt erq)ense
Income (lose) from corlrorate

inveetments carried at' equitY

itune 30, 1998
Net saleg
Iateraegment reveaues
Segmeot revenues
Depreciation and annortizaEioa
Partnership income
operating Profit (loss)
Interest e:qtelrse
Itrcome (loss) fron coqPorate

investmente carried at equity

$1, O35

1,035
62
(2)

L82

$1,060

1,050
61
24

165

$382
54

435
33
12l

({5)

(18)

$3e9.
81

480
37

3
o?

(6)

*:

tir
35

$-

tsr
29

$1,418
54

L,472
95
(4)

135
35

(18)

91,459
81

1r 540
98
27

203
29

(4)



s&I

92, O7O

2,O7O
t25

.2
tt:

4

$2, 180

2,L80
L2L

61
tt:

$7s0
107
857

74

(8{)

(s{}

9840
158
998

72
3

,:

(12)

a- i2,82O
107

2,927
199

2
304

66

(s0)

s3, O?O

158
3, 178

193
64

{35
56

(7)

BC&P ggheE Total
Millions of dollars
eix months ended

ilune 30. 1999
Net sales
Intergeginreat reveDueg
Segmeat revenues
Depreciation and anPrtization
Partnership iacome
Ognrating profit (logs)
Intereat exltense
Income (lose) from corporate

iavestmeats carried at, cquity

ilune 30, 1998
Net salee
InteraegmeDt revenues
Segment revenueB
Depreciatioa and amorlization
Partnership ineone
Operating profit (Iosg)
Interest erq)enae
Iucome (Ioss) from corPorate

invesEmeDts carried at equity

3
66

t:

rrrr
55

Tbe operating profit of, tsbe S&I segmetrt for tbe three and six.montbg eaded

ilune 30, 1999 includeg a 912 trtilliog act Eaia from a litigatioa
aettlement.



5. Barninge Per Share

iliUlql! of dollara,
cxccPt Per aherc enounts

Brgic -
Incqrc bcforc cunulatirrc cffect of changc

ln accounting PrinclPle
c1rDulativ! cffcct ol change ln aecountlng

prlaciPle
Nct incdc

wcightcd an craEe nr.dcr of ahlres
outst.ndlng for beeic ctlcuhtl@

princlPle
l|ct iBcoa

Dl.lutcd -
Incoc bcfore cunulati'rrc ctlcct of cbange

In rccouttting PrincJ'Plc
Grnulttinc cffcct of chengc ln lccountlng

prlnclple
xct incdc

lfcightcd awlrrgc nrnbcr of rlurcr
outst.ldiDg for bagic calcuhtidr

ldd: Bffcct of lgock oPtlqrt
nciEhEcd rwlragc an'rnbcr ol rhercr

ouEttanding for dllutcd calculetlqr

BarniDEs pcr ahare -
Incoe before crnrlatl"rrc cftcct of cbangc

in .ccountinE PrinclPlc
G.rnulatl'nc cftcct o! chengc in rccounting

princiPle
Nct lncouc

ouartcr Ended ilunc 30. Slx l.lonths Endcd atunc 30.
1j!92. 1ee8

Ea:.aings PCr sblrc -
Incoc bcforc cunrlrtirrc cffcel of cbengc

ln accountlng PrinciPlc 90'{2
c:r|Bulettv€ cftcct of chaagc la eccountlaE

1r,

Ss6

!-Eg,

133.088, 173

s0.a2

-

9s6

sJg,

!,99.9

I 118

s 118

JE?lg!

so.8?

s0.8?

-

s 118

s 118

s 12?

(20)

s 107

(0.1s)
s0.80

$ 12?

J3g)
s 107

-

s 260

s 250

s:'.91

-

s 250

t-49

E&.$!r4 l1f.5g.l9:'

s0.95 $1.91

133,088,1?3 L36,L32,527

_L3gL!,99, 3.772.eLs

@.999, gl.i%!3'

132,968,994 135,502,193
3.113.s10 L-€53J!r

+@ P.+Eg:29'

$0.{1

s0.al

$0.8s

s0.85

-

s0 .93

(0.1{)
s0 . ?9_

sl .86

s1.86

6.

7.

Long-Term Debt

In April 1999, tbe corltoratioD iagued $250 million 5.?O Percent Public
Not"" due Atrrril 2009. Ttrese rrotee 1ny iateresE semi-annually in ApriL and

october of eacb year.

Conmoa Stock

Since inceptioa of itg repurcbase autborization in 1993 tbrougb ilune 3O,

Lggg, tbe corporation hae repurchased 55.4 nillion ehares (1.0 nillion
during tbe firet eix npnthe of 1999) out of a total autborization of 50

rn:illion BbareE, aE an average effective price of 935.01 per sbare' On

AuguBt 3, L9gg, tbe Board of Directora reaciaded the corPoratio!'a
auahorizatiog to rePurcbage shares' ugder the conrnon atock rePurcbage
autlrorization, sub8equent to tbie date'

l0



Irr coajutrctim with tbe corlnrationrs repurcbaee auEhorization Put oPt'ioEa
were sold in a gerl.ee of private placenentg, all of wbicb were eiEber
exercised or exgrired unexercised prior to Decembr 31, L997. Premiums
received were recorded as AddiEional paid-ia capital and reduced the
average price of repurcbased sbares from 935.25 per ebare to 935.01 Per
share, eince inception of tbe repurcbase auBborizatioa-

1. Conmitmente and Contingencies

The corporation hae entered into tbree najor agreernente foi the Purchase
of etbylene-related,producls and -two other. purcbase agreeme[t3. TIre net
present value of tbe fixed and detqminablc portion of these obligationg
at irune 30, 1999 totaled $220 million.

Tbe cotporation is aubject tso losa contiagencies resultsing fron
environmental lawe and regrulalions, whicb iuclude obligations to renove or
remediate the effect3 oD the enrrironrnent of tbc disposal or rclease of
certsain waates and eubstaacea at varioug eitee. The corPoratioa bae
establiehed accnrale ia qrrrent dollars for tbose bazardous waate 8ites.
where it ig probable Ehat a loae bae beea iacurred and tbe anrount of thi
losB can be reaeoDably eatinated. Ibe reliability and prccisioa of the
Ioes egBinates are affected by aumerous factorg, sucb aa diff,ereut atagcB
of site evaluatioa, tbc allocation of responsibility anotrg poteatially
reeponsible lnrtiee and the aseertion of additional clairns. Tbe
corporation adJuets ite accrnralg aa acw remddiaEion reguirementa are
defined, ae infornatioa becomea arrailable penritting reaaonable estimatea
tso be rnade, and Eo reflect aew a.nd changiug facta.

At itune 30, 1999, the corporatiou bad establiebed enviroanreatal remcdiatioa
accnrale in tbe anoult of $202 milliou. Tbese accrnrals bave two conqtonentss,
estinated future expendituree for eite investigatioD and cleanup and
estirnated future erqnndituree for closure and postclogure activities. ID
addition, Ehe cortroratioa bad environncutal logg contingeacies of
$119 niLlion.

The corporation bae sole rcsponeiSility for tbe remediatsioa of
approximately 40 perceat of ite eovironneatal gites. Theae eites are well
advanced in tbe lnvestigation aDd cileanup.staEe.- Tbe' corporaEionra
environmerital accnrele at atutrc 30, 1999 iacluded $151 nillion for tbege
giteg, of whicb $5S nilltoD was for egtimated f,uEure ocpenditure8 for sitc
'inveetigatioa and cleanup and $103 million wae for estinated futsure
oqnndituree for closure and poatclosure activitiee. Ia addition,
568 nillion of tbe corporation,E environmental logs contingfenciee related
to tbese sitee. Tbe two sitee witb tbe largest total potential cost to
the corporation are DotroperatiDgf sites. Of the above acc:ntale, tbeee
eitee aecounted for $3? milliou, of wbicb 91? nillicn waa for estsinated
future eqnuditgres f,or site iavestigation and clean4r. and $20 nrillioa wag

for estinated fuEure eqleaditurea for cloeure and Postclo8ure activities.
In addition, 942 million of tbe above cuvironmental loee coatiagencies
related to tbese aitee.
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Tbe corporation doee not bave eole responeibllity at tbe remainder of it'B
environneDtal gitee. A11 of tbe8e sites are in tbe investigation and

cleanup stage. The corPoratioD'a enviroDmental accruala at r7une 30, 1999

includld $41 million for eatimated future expenditures for eite
inveetigation and cleanup at these siteg. In addition, S51 nillion of tbe
corporation'a environmeatal loeg contingencies relatsed to these sites'
The largest three of tbese aitea are a18o nonoPerating sites. Of the
above accruals, these sites accopnted for $15 rnillion for estimated future
expeaditureB for siEe fulvestigatiolr and cleaauP. Iu addition, $1? nillioa
of tbe above environmental loss continge1ciea related to thege sites'

In 1998, sorldwide e:qten6es of continuing operatioas related to
environmental protection for cornqlliance witb Federal, 5tsate and local laws

regrulating Eolid and hazardous wagtea aDd digcbarge of r6teriala to air
and water, aa well ae for waate site remedial activitieg, totaled $91

million. .Eq)eaaes in 1997 and 1996 were S1OO nillion and $110 utillioa,
respeetively. $bile estimatee of tbe coata of eavironmental protsccBion

for 1999 are necesearily inpreciae, tbe eorltoration estimates tbat t'bc

level of these g:qrenaee will be at a level corqlarable to the arrcrage of
the last three lzcara. :

The corporatioD bag geverally gruaraateed 45 percent' (approximately

$526 nillion at itune 30, 1999) of'EQluATts Petrochemical Coqrany'a
(.EQIIATE') debt and workiag capital financing nceds until ccrtain
coqlletion aad financial teeCs are achieved. If tbese tcsta arc nct' a

S54 nillion Beveral grgarantee will providc ongoiag But[tort tbereafter'
Tbe corporatioa alao aevQrally gu:rrantecd certaia ealeg volunc targeea
until EQI'ATET8 gales capabill,tiee arc proved. Ia addition, thc
corporation has pledged ite eheres ia BQUATE aa eeeurity for EOUATETS

debt. ttre corporation bae Politica1 rigk insurancc covcrage for ite
equity iuvestment aDd, througb uarcb 31, 2001, gubstaatially all of ite
guaranEee of EQIIATtsTs debt.

Ttre coryoration had additioaal coutlugent obligatione at ituDc 30, 1999 of
9128 ni1lion, of whieh S32 million related Eo gruaranteea of debt.

Tbe corporatioa and itg consolidated Bub8idiaries are ianrolved ia a number

of legal proceedings and clairns witb both private and gover:nmentsal parties'
Tbese cover a ride range of mattere ircludiugr'but not limited to, Product
liability; trade regrulationi ltovernmental regrulatoLlt proeeedinga; health'
Eafety and enviroamental natterat enplolmeutt Patentsi cotltracte and taxeB'
ID aome of tbege leEal proeeedinEs aad elains, tbe co3t of remedies tbats

may be sougbt or darnagee claimed ie aubetanEial"

The corporatioa bas reeorded aonenviroamental litiEation accrnrals of
5129 nillioa, and related ineurance recovetT receivables'of $113 nillion'
At ilgne 30, 1999, the corporation bad uonenviroameoEal litigation loss
contingenciee of $62 nillion-

rNhile it is inposaible at tbia tinc to dctemine witb certsaiaty tbe
ultin6te outcome of any of the legal proceedinge a3d clains referred to in
tbis note, malaltement Uelieves that adegr:ate provieione bave been made for
probable logseg r.ith respect thereto and tbat eucb ultinale outcome, aftcr
lrovisions tberefor, will not bave a rnaterial adveree effcct on the
Lonsolidated f,i3ancial positioa of the corporation, bgt could bave a
material effcct on consolidated resultg of operations in a gfiven quarter
oryear.ShouldanylogEesbesugtainediaconrrectionwitbarryof,such
feglf proceedipgs a1d claims, in excess of proviaions therefor, they riII
be cbargcd to lacore wbea deterninable'
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8. AccoullEl'tf,g Cbalgeg

Effective itangary 1, L9gg, the eorporation adopted Che provigioas of thc
American ragEitute of certified Public Accountan'ta ('ArcPA') staEernent of
pogition ("SOp,) 9g-5, "Reporting on the Coata of Start-Up Activities.' Tbis
SOP requires tbe expensing of cerEain coats, sucb as Pre-oPerating exltenses

and orgnnizational coBta aesociated witb an entityrs start-1{) activities. Ia
accordance witb this SOP,s provieiong, oD itanuarY 1, L999, tbe corporation
recogmized a cbarge of 127 million (920 nillion after tax) aa a curnrlative
effect of cbange ia accounEing principle, the nrajority of which repreacnted
fomatioa costa associated witb tbe corttoration's joint ventures-

AIso effcctive ilangary 1, fggg, the corporation proslnctively adopted tbc
prorrisions of tsbe AICPA,g SOP 98-1, 'Accounting for the Coetg of. Cotqluter
Software Developed or Obtained for Internal Use.' Ilre effect of tbis
adoptiolr waB aot material to tbe corporatioa's regulte of oPeraEiona or
fi-nancial conditioa in the guarter of adoptioa and is Dot eqtect'ed to be
material to tbe corlroration, e regults of operaEiona or fiaancial coditsion
for tbe year eading Decenber 31, 1999-

Ia 1999, tbe Finaacial Accormtiag Standards Board iagued StaEement of "

Financial AccourtiDg Staadards ('statemeat') No. 133, 'Accounting for
Derivative IDstnrsents aDd Eedging Activities.' It reguires tbat aa
eat,ity recogneize all derivative instrumenta as either as8etB or
liabilitics in the statenent of financial positioa and nsasurc thoee
instruneuts at fair value. Tbis Statement, as anended by Statemeut No.

13? .Accoutting for Derivative Inatnlmetrts a.nd Eedgiag Activitics -
Deferral of ebe Eff,ective Date of FASB Statemeat No. 133,' ie effective
for aII fiecal guercera of fiacal years bcginnio" after ilune 15, 2000.
Tbe corporation ie cutrently evaluatiag Ebe ef,fect tbis Statement will
bave on its fioancial positioa aad reeulta of operaEions in tbe period of
adoptioa.

9. Subeequent Bventa

In iluly Lg99, tshe corlroration reeeived a favorable liceaainE litigation
settlemeat of g38 million, whicb will be iacluded in Othcr income of
tbe s&I seg||reDt il the third quarter of-1999''

ou Augrust 3, 1g99 the corlroratioa and Tbe Dow cbemical corq)aDy ('Dow';
entered a definitive Agreement and PIan of Merger. Ilader the agreemeat tbe
corporatioa,s ehareholdere will receive 0.53? ehares of Dow Cotmon Stock
for eacb ebare of UCC Comon Stock Ebcy owu ae of the date of tbe mergcr,
wbich ia not antieipated to oecur before tbe firets guarter of 2000.
Additionally, tU" t"tg"r is agbJect to approval by UCC ebareholders, and

review by antitnrst, regrulatory aucboritiee in tbe IIniEed states, BuroPe aDd

Canada.
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!g[p RESUIJTS OF OPERATTONS

Ilnion Carbide oPeragea in two bnreiness segmeaCs. The Special-tiee &

Intsermediatsee ('S&I') segment converta basic and intermediate chernicale inEo a

diverge Portfolio of chemicale and pollmers aenring industrial customere in
many rnarkets. Thia eegment also provides technology setrrices. including
liceneing, to tbe oiI and Petrocbenicals indugtries. I'lre Basic Chemicals t3

pollmers (rBC&p') segmeDt, converca bldrocarboa feedstocks, principally
Iiquefied petroleum lae ana napbtha, iuto ethylene or propyleue used to
nranufacture pofye*yfetre, Po1)G)ropyleue, ethylene oxide and etbylene glycol
for sale to tbird-Party cualotrErs, ag well aa et'hylene, propylene, ethylene
oxide and etbyleae gtpol for coa8utq)tioa by the S&I aeltment' Ia cotqnrison
to thoae of S&I, the reveaueg and oPerating prof,it of BC&P tend to be more

cyclical and very scnaitive to a anmber of exteraal variables, including
overall economic denand, bydrocarbon feedstock co8Es, induatry caPacity
increaees and plant oPcrating ratea'

In addition to lts buaiaeaa BegmeraEs, tbe corPoration'g Otber aegment includes
itsa Don-corc oPeragions and fiaancial transactioue otber tban derirrativeg
deeigroated aa bedgee, uhicb are iDcluded itl the aane segnEnt ag tbe item being

bedged.

Surnanr

The corlroration reported sceond quarter net iacome of 956 million, or 90'41
per diluted ehare tSO.lZ 1nr basic ahare). Por tbe correapouding quarter in
1998 tbe corporaEioo ""1o"ted 

nct lncorne of 9118 rniIlion, or $0.85 per diluted
share (go.S? per basie abare). Nct inconre for the aix mont'bs ended atune 30,

1999 was 9107 nillion, or $0.?9 per diluted ahare (90.80 per baaic ehare)

after the cumurative effect of cbange in accountiag principle of $20 millioa,
or $0.14 per diluted ghare ($0.15 1nr baeic sbare), rePorted in the first
quarter of 1999. For tbe aame eix npatbs of 1998, tbe corporatioa rePorted
riet income of S25O mi]lion, or $1.86 per diluted abare ($1'91 1nr basic
share). Included ia opcratiag profit for the secoad guarter of 1999 ie a net
gain of g12 million (g-9 million aftcr-tax) related to a litigatioa settlenents.

cousolidated lret galee dccliaed 2.8 percent fron $1,{59 nrillioa for Ehe eccond

quarter of 1998 to $1,418 nilltoa for tbc second guarter of 1999' This
decline was tbe regult of a 13.8 ltcrcents decreaae in average eelling pricca
partially offset W a L2.a perceat increaee in eustsomer volune' Consolidated
net gales for tbe aix npntb period ended ilune 30, 1999 cotq'ared to tbe game

six montba in 1998 decrcaecd 5.6 perccnt from $3,O2O million ia 1998 to S2'820

millioa ia 1999. Tbe decline i! tbe glx npaEh figurea rcPrese!tss a 15.4

percetrt decline in average selliag prices aornewbat offset by an 11'5 Percent
iacreage in volune. Declines ia average selling prices for the three and gix
month periode reflccted tbe contiauing declinee in average aelling pricee for
tbe cbemical induettT, eince 1998, which prinrarily affected products in t'be

BC&p segimenE. Eowever, duriag tbe second quarter of 1999, cormdity
pofye$ilenc did expcricnce aqne iscreaee ia average aelling prices' altbough
thege increaees were unable to matcb tbe selling price levele oqnrienced in
1ggg. Botb segnentg benefited frosr volume increaaes f,or tbe quarter and year-
to-date periode. Bc&P experienced tbe greatest volune bencfit due to
increased dernand and the absence of transportation delays in the U'S' eulf
coast regioa wbicb occurred during tbe firgt half.of 1998, wbile s&I

experienced gone increaee due to a bigber volutne of saleg to A^sia offeet
slightly try sme geasonal volume dccliaee, lnrticularly in deicers.
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Consolidatcd uait variable margia (rcvenues lese variable nanufacturiDg and

distribution coets diwided blr customer volume) declined frdl 17.9 cetlta Per
pound for the aecond quarter of 1998 to 14.4 cents per pognd for tbe
comparable period of 1999. CoueolidaEed unit rrariable margia for the first
balf of 1998 was 18.2 centa per pound conrpared to 15.2 ceata per pound in the
first balf of 1999. Declinee in unit variable nargin are lalStely due to
falling average aelling prieee, particularly ia tbe BC&P segment' coupled with
rieing raw naterial coste.

Fixed coat per pound of producte sold (fixed manufacturiug and distribution
coats, plue reeearcb and development.and eelling, adrniaistraEive and other
e:qEtnsea, divided by custoner volgne) dropped from 10.8 cente per potrnd iu tbe
second guarter of 1998 to 9.5 centa pcr PouDd ia tbe eecond qlrarter of 1999.
For tbe first balf, of t;ggg, coagolidaEed lixed coBt lrer Pound of product Eold
was 9.? ceuts per pound veraua 11.0 ccnts per Pound for tbe firet half of
1998. Decliuee are primarily due to higber volumee and aligbtly lower fixcd
coatsa in each of tbe conqrarable periode. Decreaees in fixed coat3, a rnajority
of which was in selli1g, admiaietrative and otber cxxltenBes, rcflected lower
epending aesociaLed witb certain inforrnation technologry projectg and lowar
coata of incentive eo,rqnnsaEion, ingurance and taxeg.

partnersbip incme decreaged 931 nillion and S62 nilliou for tshe three and eix
nonth periode eaded iluloc 30, 1999; reepectl'vely, as coqnred Eo tbe aanc
periode in 1998. Decll.nee for cacb period are priacilnlly tbe result of a

decline in eaniagg of II€IP LIC (mP), which has bccn aj.gmificantly affected ry
depreesed econornic conditiong in Asia,iRtregia aDd tbe Middle BaBt Eince late
1998. TIre depreseed conditions have caused rnany IIOP suatoncrs to defer a

number of projecta until atsronger narket conditione exigt. I.ose from
corlroratc 111vestncnts carried at equLty increaged $14 nillion and ${3 millioa
for tbe three and six noath periods ended ilune 30, 1999, realnctively,
eonqrared to tbe eane lnriods in, 1998. Tbege inereased loegea arc related Eo

the deeliue in worldwide basic chemical and pollmcr aelling priees whicb beEan

ia 1998, particulaify in asia and Euroln, for tbe conqnrable periods.

ItrtereaE ercpenae inereaeed $5 rnillion aad $10 nillioa for tbe tbree and gix
rnontb periode ended ilrme 30, 1999, resltectively, 'ae comlnred to the thrcc and

six nonth periods ended itune 30, 1998. Tbcee iacreaees are tbe regult of
additional debt ineurred tbrougbout, tbe'perioda. -

For tbe qgarter and eix nrontbs ended ilune 30, L999, the corPoratioa'a tax rate
wag 25 Percent, a decllne of approxitnatcly 4 Perccatage poiate fron Ebe

quarteiand six nronthg caded itgne 30, 1998, priucilnlly reflect'ing tbe
-:qeeted effeet of a higher percentage of research and eqnrirnentation and

foreigra salee corporatioa tsax ereditsg in 1999.

eonporate Uatterg

Iatereat Rate and clrrreae? Riak llanagcmeDt

fre corporation selectively ueee fiaancial inatnrneatB to nanage iEa cxlxrsure
to nrarkct risk related to eb'ngea ia foreigra curreaey excbange ratea and
interegt rales. Tbe cor5tcratioa does not hold derivative financial'
inetnrmeuta for trading Purposee.

At itune.3o, L999, the corporatioa beld open foreign curreDc? fonard cotrEractE

and purcbaaed optsions wigb net soEional amounte of 9335 rnillioa and aa

unrecogrrized net gain of, $2.8 nillion.
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Tbe corporatioa ueed eenaitiwiEy analyaia to evaluate tbe Potential effect of
novemctltsa in fOreigm culrcncy exchange ratcs and intcreat raEes oa the
condeused coasolidated fiaancial staEemenEa. Based on this analysis' a

hlpothetical 10 Percent weakening in tbe U.S. dollar acroaa aII currencies
would bave resulted ia a $3.4 nillion net gain at ilunc 30, 1999'
Alternatively, a hlpothetical 10 Percent strerrgtheaiug ia tbe U'S' dollar
acroas a1l currenciee would bave resulted in a $9.5 nillion net gain at ilune

30, L9gg. These tlpes of gains and loasea, if any, would generally be off,set
by fluctuations in underlying currency trangactions'

Tbe corporationrs total long-term debt totaled 92,045 nillion at ilune 30'

Lg99, oi which S125 nitlion was variable-rate debt. Tbe eorporation held
ebort-ternr debt of $418 nillion at ilune 30, 1999. At' tbat datse, a

blpotbetical 10 Percent increage or decrcaee in narkeE iuterest rates would

not have naterially affected iatereet exlrenee or cagb flowe related to
variable-ratc debt or abort-tqm debt,. A 10 Percents increage in rnarket

i8terest rates rculd banrc decrcaeed tbe Det fair rnarket value of fixed-rate
debt iDstnrnents by s1o4 nillioa at ituDe 30, L999, and a 10 Pcrcent decrease
in rnarket iutereat rateg rould bawe increased the aet fair market value of
fixed-rate debt iastnrnente by $11? nilliou at iluse 30, 1999.

Outlook - CottDorate

The corporation anticipates that third guarter results will refleet recently
annognced increaecs ia average selliag prices for certaia of the BC&P

aegmen!,8 producte, rbicb riII be ParBiaUy off8et by slight iacreaeeg in the
cost of raw nateriale. Cqstotner volurnc is eqncted tso renain at second

quarter 1evels. Altbougb liceneing inconre for tbe tbird quarter nay be lower
ttraa second quarter levele, tbe corporation anticipates tbaE licenaing iacome

for tbe year will'approxinatc 1998 levcls. Partnerabip resultss are erqtected
to improve in tbe tbird qnrartser, tnrt are unlikely to extrrerieace a full
,""-r-ry until etability oceura ia long-tcrn oil prices and economies in Agia,
Russia and tbe Middle Eaet irq>rove. Incone before intereat eqrense and

provisioa for iacome tajreB will rcflect a farrorable litigat'ion settlement of
$fA rit:-iotr. The corporalioa,e ebare of Losees from corporate investnEnts
carried at equity rnalrdecline aB inereaseg in rorldwide baeic chenical and
polymer Bel1iag pricee and ateady dernand are Grxtcctcd tso continue througbouts

1999.

On AugruEt 3, 1999 tbe corporaEioa and The Dow Chemical conEany ('Dow') entered
a definitive Agrecrneat and PIaa of Mergter. Ilnder tsbe agreement tshe

corporatiou'e ehareboldcre will reeeive O.537 sharee of Dow Conmon Stock for
each share of UCC Co[mu Stock tbey orrr ae of tbe date of tbe merger, whicb ie
not anticipated to ocegr before the firot guarter of 2000. Additioaally' tbe
mer€ter is sr:lject to aPProval blt UCe shalebolders, aad review b!2 antitnrst

""grot"tory 
authorities ia tshe llnited Slates, EuroPe and'Canada' Tbe tranEactsion

is intended to qualify as a tax-free reoqganization for Ilnited Stages Federal
iacome tax purlroseg a1d ie eqncted tso be accounted for under t'be Pooling-of-
interegts uretbod of accountins.
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8p.cl,dtl.t .pd lat.s!.d:1rt..

Millione of dollars,
except as indicated

Segnent revenues
Deprcciation and amortization
Partnerabip income (Ioeg)
Operating Profit
Income from cotporate iavegtmente

carried at equitY
Ilait variable nargin (cencs/pound)
Fixed cost Per Pound of ProducCa

sold (cente/Pound)
Capital eqnnditures

ouarter Ended- six ltonlhe Ene4-
ilune 30,

1999

$1, 036
62
12l

La2

22.5

13 .0
93

ituDe 30,
1998

$1, o5o
51
24

155

2
23.L

13.9
131

itune 30, itune 30,
].eee 

-r.Eg-
s2,070 $2,180

L23 121
26L

38s 368

45
24.L 23.7

13.5 L4.2
L52 22L

segmcnt, revenues of tbe s&I segrment decliued 2.3 Percent for tbe q.uarter ended

iltrne 30, 1999, the result of a 13.1 Perceat declioe ia average eelling pricee
partially offaet by a f2.5 Percent iucrease in volume, versus tbe eame quarEer

in 1998. S&I 
"egrr"nt 

revenues for tbe firsts half of 1999 decliaed 5.O

percent, refleeting an 11.5 percent decliae i'a average aclliag prices aod a
i.l per"eats iucreaae in rrolgme. Average aelling pricee, wbicb progreeaively
declted during 1998 and the firet batf of 1999, reflected uorldwide
competitsive pricing prc6sure, Particf,rlarly on aales ia Asian markete and of
golvents, interncdiate and monomer producta. Volume increaseg for tbe guarcQr

and year-to-date periods eaded ilune 30, 1999 reflccted an incrcase ia demand,

prtiorfarly ia Agia ia the Becond quarter of 1999, sbich tras Partially offset
b1, a eeaaonal decliae in productB ert.b at deicere duriag Ebc BQcoDd quarter of
1999.

For the eecond quarter of 1999 coqnred to tbc sane guarter of 1998, unit
variable rnargin decreaged 2.5 percent aa averagc selJ'ing pricea declined at a

fagter rate tban the dircct coat to produce tbose producte. Ilnit variable
rnargpin for thc fireE balf of 1999 iryroved 1.? PerceDt over tbe aame period in
r99i reflccti1g an increaee ia aalca of producte ritb bigber rrariable nargia
as well ag a reductioa in raw naEerial coats iD tbQ f,irat querter, partially
offset by iacreaeed rar naterial costs in the eecoad quarter.

Fixed eost Per Pound of produets eold decreaeed for tbe tsbree and eix moatb

perioda ended ilune 30, 1999 cotpared Eo tbe eane pcriods iD 1993 prirnarily due

to an increaec in rrolunc lnrtially offeet by aonewbat bigber fixcd coats'

The declibe ia Partacrebip incone ie primarily at'tributable to unfavorable
rnarket coDdl.tioDa iu Asia, Rgssia and tbe lrliddle Eaet, which bavc cauged rcP's
sualomers to defer Projecte until stronger market colrditione' ar€ presenE'

coupled witb loseeg related t'o Aslrell Polymeree, SNC'

operatLag profit Lacludcd a net gain fron a litigatioa settlement of $12

million in the aecond quartcr of 1999.

Ortlook - Soecialtieg & Intezmediatee
For tbe tbird g,rattet of 1999, segmcnt revenuea and operatiag profit for thc
S&I BegmeDE are anticipatcd to be belov gceoad quartser anrouata' Ia general'
aelling pricee for rcgt of tbc S&I productsa sbould renain flat, bowevcr, aome

increaseg ilr tbe corlrorati@ra Bolvent, intemcdiatca and rcnoner product3 may

occur. Altbougb ric-cnaing incqrc ia oqrected to decline from eecond qttarter
anrounts in tbe,tbird gurrter, thc corporation anticipateg tbat liccasing
iaconrc for tbe year riII approxinate 1998 levele. Partuersbip reeulte arc
Qqrected to iqrtort" ia tbe third guarger, but are unlikely to eqnrience a
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ful1 recovery until stability ocqxrs
Rugsian and Middl'e Eastetla economi'es
op€rating profit will benefit from a

million in the tbird quarter.

Barlc Cbolcalr t Polrmrrr

Millione of dollare,
except ae indicated

SegmenE revenues
Depreciation and amortization
PartnerghiP income (loEe)
Operating Profit (lose)
Income (losg) from corPorate

inveglmeuta carried at equitY
Ilnit variable margia (cente/pound)
Fixed cost Per Pound of Producte

sold (centg/Pound)
Capital ognnditures

ia loag-term ol-1 pricea and Asian,
iryrove. AdditionaLly, tbie scgment's
faworable litigation gettlernent of $38

ouarter Ended six Months Ended
itune 30, ilune 30, ilune 30, ilune 30'

-u1.99- 
1ee8 r'eee 

-rj!99-
$ 436 $ 480

33 37
l2l 3

(45) 42

(1s) (6)
{.5 11.5

5.2 7-2
115 80

g8s7 s
74

(84)

998
72

3
78

(s4) (12)
4.9 11.4

5.2 1.L
2L9 135

segrmeat revenues for the guarter endcd itlrae 30, 1999 refleetsed a- 15'1 PerccBt
decliae in gtretoner 

"r"r"g" 
eclling price lnrtially of,fset by a 13.1 ltcrcent

increaee ia etrgtomeilvglune, as compared to the eame quarter of, 1998' Se$ncnt

revenueB for tbe firgt balf of 1g9g reflectcd a 23.4 pcrcent decliae ia
customer average aelling priees Partially offaet blr a 16'8 Pcrccnt incrcase in
e'atomer vorume. Average cuetolcr aelling pricca declined steadily tbrougbout
1998, egnrienced a enallcr decline ia tbc fl'rst guarter of 1999 and ehowed

some recovery iD the gecond guartcr of 1999' Volune iacreaecg for both
periods are pri.ncipally aEtrilnrtable to increased denrand and t'be abgeoce of
tranaportation delaye in tuc u.s. culf coagt, wbicb occurred duriag tbe first
balf of 1998.

Ilnit variablc rnargia for tbe tbree and aix rcatsb periode ended 
'IurG 

30' 1999'

as cotrq)ared to tUe sanc pcrlods in 1998, deelined as average qrstdner aelliuE
prices feIl at a f,ar fagter rate tben did the coat of raw matcrials' The

reduction in fixed coat Per Pound of producte scild wag tbe result of volume

increaaes and a decline ia fixed cosls fron levele for tbe three and gix npnth
periode ended June 30, 1998.

partnership income decreagcd nininally for the quarter and six montsbe eaded

iluse 30, L999 cotrPared to tbe game periods in 1998, wbilc Ipae frodl corl'orate
iuveetmente carried at equity increaaed from a losa of 95 nillion for the 1998

secoad quartcr to $18 million for tbe 1999 Bccond querlcr, and frm a loge of
gr.2 millioa for tbe first balf of 1998 to a loae of $5a nillion for the firet
balf of 1999. Tbc inCreaBe iu IoBs from corporaEe iuveetmentg carried at
equity I|as cauaed primarily by a decliae in worldwide averagc bagic cbenuical

"'ra 
pory."r selliag pricee during 1998 and iuEo tbe firet quatter of 1999'

some recovery of tu"r" eelling priees wae noted in the gecoad quarter of 1999;

however, tbe increaees only Partially offgct incrcaaee in raw nratcrial costs'

Otrtlook - Bagie Chemicale & Polvmere

Tbe corporation anticiPateg tbat tbird quarter resulte will benefiB from an

iacreage iD eEbylene gIycoI, polptbylcne and polypropylene average eelling
pricee which wiir bc lartially off,aet by eanre fgrtber i'ncreages in tbe cogt of
raw nateri,als. volurnce for tbe third guarter are e:qtected to remain at second

quarter leveIs. Illrc corltoration'a abarc of Loeg frm corporate iaveatmclltB

carried at equity ie eqtected to decline as uorldwide basic cbcnical and
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pol)rmera seUing Pricea iryrove and demand rcmai-Da couaLatcnt witb level.e eeen

in tbe first half of 1999.

Environmental

Estinntes of future etq)eusea related to environnental protection for
corq)Iiance with Federal, Blate and local laws regrulatiug solid and bazardous
waEtes and discharge of naterials to air atrd wat'er, as well as for waate Bite
remedial activitier, b"rr" not changed naterially aince Decernber 31, 1998' lbe
reliability and precision of tbe loes estinaees are affected by numerous

factore, aucb aa different atages'of-eite evaluaticrD,-tbe allocation of
responaibility among Pote1tially reaponsible partieg and tshe assertion of
addit,ional ctaime. Tbe corPorationra environmeatsal exltoeures are diasussed ia
more detail in tbe rComitments and Contiagenciea' fooEnotse to tbe financial
atatemeBtss oD pages 1.1 alld 12 of tbia report oD Forn 10-Q.

Accountinq Chanqes

Effective itanuary 1, Lggg, tbe corporatioa adoPted tbe provisions of the American

Inetitute of Certified Public Accountants (rAIcPA') stsatenent of Positioi ('soP')
gg-5, 'Reporting oa tbe costs of start-up Activities.' ftrie soP reguS'ree the
e:r;rensiag of certain costs' sucb as pre-operating oqnuscs aad orStanizatioual
cos!8 associated with aD entityre star!-uP activities. Ia accordance with tbie
Soprs provisions, otl itanuanf 1, 1999, tbe corPoratioo recograized a cbarge of $27

rnillion (g2o million after tax) ae a cumrlativc cffect of cbange ia accouating
principle, lhe majority of wbicb represeuted formatiou costg aegociated with tbe
eorporation's joint venturea.

AIao ef,fective itanuary 1, Lggg, the corporatioa ProsPcctively adopted tbe
provisions of the AICPA'g SOP 98-1, 'Accogsting for tbe Costa of eonputer
Softsware Developed or Obtained for IDterDaI Use.' Tbe effect of tbis adoPtion
waa not matserial to tbe corporatiotl'g reaulte of operations or financial
condition in the guarter of adoptiou and ie not g;q)cetcd to be material to the
coqporation's results of oPeratioDs or financl'aI condition for the Year cuding
December 31, 1999.

In 1998, the Financial Accogntiag Standards Board ieaued Statenent of
Financial Accounting Standard8' ('StateneDtsr) [e. 1331 'Accouatsing for
Derivative fnettnrlnentg and Eedging Activities.' It reguires that an cnEity
recognize all derivative insttiuneats as eitber asBeta or liabilitics in tbe
statement of financial positiou and meaau:re tboee instrurnents at fair value'
Tbis Staterient, aB amended by Statenent tlo. 137 'Accounti'ng for Derivative
Instrurneats and Eedging Activities - Deferral of tbe Effective Date of FASB

statementt{o.133,'iEcffectiveforallfiecalquartersoffiscalyearE
beginning after itune 15, 2OOO. 'Irbe corporation ig surrently evaluating t'he

effect tbis Statement wil,l have on ite fiaancial Positioa and reeulte of
operations in tbe period of adoptioa-

Year 2000 Readinese Discloeure

Ovewiew

The corporatioa hae a conprebensive progran to addrees its s:€tema Ehat nay be

affected by the Year 2OOO problem, including bardware and goftware' and to
asseas tbe readinees of its customerB and ar4rpliera. Ycar 2000 readinees
renains one of the corporatioB's top Prioritieg for 1999' R'cmediation efforts
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and dlactrseiooe wl.tb eatitlca outaide tbe corporatioa wlrose Year 2OOO

readinegg could irnpact the corporaEioa are contiuuiugt.

I;nt,er:aal Actiwitiee

siace L9g5, the corporation hae beeu working to ready ies interaal operations
and bae expended sigBiticant funds to replace noat of, its u.s. office
Lnfonnation systema witb an integrated, advaneed aystem eupported by Systeme

Alrplicatioag and producte(.sAP') goftware. Tlrie sAP project, inqllemeuted
airling 1998, made year 200O ready the corporalion's intenal finanee' Plant
op"t"lioo and supply cbaiu conEuter aystserns. Additionally, itr 1998 a total
uigraae of tbe principaf integrated Lnrsinese software alplicatiou ueed outside
oi-Uortb America was cotqlleted and rnade tbat Bystem Year 2000 reafy'

As of itune 30, 1999, an inventory of potcntial problene and a prioritization
of remainiag remedial work is cornqrlete, and the applications BuPltorting
payroll systems, erq>loyee beaefite, electronic data iaterchangc aDd the local
and wide area netr'ork syetems have been rnade Year 2000 ready 

:

Tlre following ayatema and equipmcnt arc acbcduled for conq>letion or
replacement during tbc eceond balf of 1999:

. eonmereial conqluter sygtsens in Eealth, Safety and Bavironment llanagcltlcDt

and Eagiaecring Rcaearcu aad Devclopfitcnt. Teeting is egeentially conqrletse

and oaly syaten irqllcmcntatsioa remaina'

. Process control aystema, logic contsrollcrs, proeega and laborator-y
analyzcrs, embedded devices, offiee and nedical equiprnent and buildiag/site
Byst;ms. Tlre iqtlementation tsbat renaitrs will be coordinated with planned
rnajor maiatenance abutdowne. Remediatiou bae already been accompliehed at
tbe corporatioa'8 Texaa City, Tex. and Taft, La. bydlrocarbons unitss'

. Inte:.national conEuter infrastrucEure. Rernediation of international
conunercial alryIicltioDa began iD 199? and wae eeeentially conqrlet'ed during
tbe fourtb quarter of 1998. Small applicatioaa remediation and

interaational infrast:.ucturc is scbeduled to be corqrleted by Octobr of
thia year.

o sAp inqllernentation at selected u.s. eubsidiarieg and canadian oPerations.

The corporatioa ig addreesing tbese areas wiEb reeourceg of nore tban 300

erqrloyeea around tbe rorld. At Ehe corqrletiolr of 1999, a1I of the
eorporatioare busineeg iafomatioa s)ratcms are eqlected to be Year 2000 ready.

E;ct,elraal GrouPB

Tbe corporatioa is reviering ita extermal relationehips to addrees potential
year ZO0O irqncta arieing from interfaceg with cugtometrE, euppliere and

senrice providere witb wbqn the corporation bae a aigmificant relatl'ongbip, ae

well ae tbe corporation'a joint venturea'

Tbe corporatiOu coaductg oagoiag rigk agsessmeats and contiuuea to cottrluaicate
witb ite rcst siguificant suppliers and eustsomera to asBeaa tbeir ability to
meet tbeir aalea and purcbaeing obligationa, ae well ae witb its joint
veutures to asgegs tbeir readirreea for the Year 2ooo. The corltoratioa bag

aageesed ite 500 moat critical suppliere as to tbeir Year 2O0O readinesa'
More than 95 pcrcent of, theee critical suppliers havc coryrebensive Year 2OOO
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programa and ap1rcar to bc nalcing Proftreaa. Tbe corryoratioa ls cloaely
nonitoring the progrrese of tbe other 5 perccnt for poteutial iaclusion in its
contingeacy pJ.anling. Additionally, the cotT)oratiog is coutiuual'ly aeseeeing
approxinately 1OOO vendore supplying other producte, euch as office equipment,
!o assesa tsheir Year 2000 readinees.

In Nortb America, tbe cotporation bas provided written resPonaes to
approxinately 3,000 iuquiriee aeat by its customers. The cor?oration hae

regpogded to aDotber l,600 cuatomer iuquiriee outside North America- Tbe

corporatioa is ia tbe proceas of assessing its 500 moets critical domegtic
customers as to Ebeir Year 2000 readinegg, and a similar Proglram is in place
overseaa. TSie aaaessment ie e<pected to be completed by tbe end of tbe third
guarter. Tlre corporatioars Year 2OOO efforta relative to customers and
supplicrs will contiaue into tbe Year 2000-

.Eqreadjtures

coBts for project rork are expected to range beEween $40 and $'15 nillioa.
Additionally, iaternal peraoanel coBts are cxPeeted to range between s3o..and

$35 millioa. All coate arc e:clrected to be firnded througb oPeratioaa of tbe
cor;roratiou. As of ilgnc 30, 1999, al4lroxinaBely $33 nillio aad 925 nillion
bad beea iacu.rred for cogts of projcct rork aud iatermal pcrsoonel,
respectively. Approxirnately ?5 perceDt of tbe planncd cxter3lral costB arc
oq)ected to relate to rclniring or ullgrading currents syatena and 25 PCrcGBt to
replacemeut of existinE bardware and eoftware. Tbeec egtimateg do aot include
cost5 agsociated witb tbe rcplacemeot of rcet of, tbe corporationra U.S-
conE)uter aystems with sAP, the eavironmeatal reporting project, inter:aational
information tecbnology iafraatructure, or Year 2000 iggues wbicb tbe
colporation'e joint ventures nay iac-ur al,l of which are beiag inqrlemcnted
iudependeatly of tbc corporatioarg Year 2000 project. It is anEicipated that
the corlroratiours gbare of tbe latc:mal and external cost incurred by its
joiat ventures to addrese Year 2OOO issuee will rangc betwccn 98 aDd

$x2 nillioa.

nieks aad Coatir,gacy PlaJa

Failure to eufficiently rcnediate the Year 2000 problem in a Einely fashioa
poseB eubetantial risks for tbe corlroration. RcasoDable"woret-casc gceaariog
include, but are not limited to, nanufacturing ayetcm rnalfunctions including
ehutdowng and failure in the aupply chain. Tlre full exteat of Chese riek
scenarios ie uncertaia at tshia time and the corltoration ia t'alcing exteneive
rneasurea to nininizc itg e:qroaurc

Ttre process for contingency phrrniug was ilitiated Ln tbe first quarter, and
plana ehould be in p1ace, as DecessatY, bY tbe end of tbe third guarter'
-ontingeacy plans will include, but not be limited to, coaeideration of
alteraative aources of, su1rply, custuter cotmunicatioas and plant and bugiaess
reapoDae prl:ne.

Tbe corporatioa prlrne to corqllete ite Year 2OOO project prior to tbe aew ycar.
gowevetr, gqne work remaing to bc acconqrliehed, and unf,oreseeu diff,iculties nay
arige tbat eould adversely affect tbe corporation's ability to coqrlcte
aystema npdificatione correctly, on time and/or witbin cost estirnates. Ia
addition, tbere can be lro a8suraace tbat customers, auppliers and ger:rrice

providers on whom tbc corporation relieg, ae sell ae tshe corporatsioa'e joiat
venturea, wiII rcsolve their Year 2OOO isguee accurately, tborougbly aad on

time. Failure by tbe corlroration or failure by tbe corporatiotlra eustorlcrs,
euppliers, ee:nrice providers or Joint veotures to colrplcte tbe Ycar 2000
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project by tbe nert year could bave a material adverge effect orr futsure
opeiaEiag reeults and fiaaacial conditiou of the corporatiou-

Finaneial Condition - itune 30. 1999

Caeb flow fron operations for tbe first eix montshg of 1999 waa $248 milliou,
dowrr from $35? nillion in the first eix months of, 1998. The decline resulte
prirnarily from a decreage irr income before tbe cumrlative effect of cbange in
aceounting priaciple, Partially offset by aa iacreaee in noucasb cbarges' Tbe

increase ia noncalb charges is maiuly attritnrtable to increasee in joint
venture lo3ges, PartiaUy offset by decreases iD deferred iacome taxes and

otber noncasb cbargee

cagh flow ueed for investing totsaled s434 nilliou, an increase of $55 million
fronr $379 nillion in the corparable period of 1998 prineipally due t'o
iacreaees in capital ocpenclilurea and investments' advances and acguisitiona.
Funding of major capital projeces in the firet balf of 1999 iacluded a new

olefine facility, beins built jointly witb tIo\IA cbemicals corporation, and a
polyolef,ina project, botb in Calada. l{ajor capital proJecte firnded ia the
iirgt haLf of 1998 iacluded work oD an olcf,ins eqnnsion, a Dew tnrtanol unit'
and a new C,tRBOttAl( polyathylene glycol and TBRGITOL surfactaate facility, all
at Taft, La.; tbe nlw olefine facility and pol1rclefiue groject, both in
Canada; and tbe uPgrrade of Lnfornatiou tsecbgology infraatrueture'

At itune 30, 1999, tbc cortoration bas approxinatcly 5271 nillion in
comitrnente related to autborizcd conetnrctioD projectB. Tbesc comitsncntg
are anticipated to be eourced through operatiag caeb flora and borrowinge.

Caeb flow frqn fiaanciug in tbe firgt balf of 1999 uae $1?8 nillioa in
conqrariaolr to easb flow from financiag of $40 million in tbe first balf of
1998. Tbe first balf of 1999 Lacluded aet proceede of $25O million frqt the
April iegua3ce of 5.7O percent Public llotes due in APril 2OO9, ccttrmctn stock
rlpurcbaseg of 1.O nillion sbaree for casb of $a7 srillios under tsbe comoa
atock repurcbaee autborization, $3 million of conrnoa atock reacguired from
erqrloyeee to satiafy tax witbholdlag reguirements on regtricted sbareg ieeued
r-b"r-enqrloyee benefit plans, caeb dividende lnid of 960 million and trets

""p"y."ots of a"bt, excludiag tbe April 1999 issuance of Public Notes, of 93

milion. Tlrc firat balf of 1998 included aet proceeds of $2{s milliou frqn
tlre iseuaace of 6.25 percent public debcnEureg;"duc alunc 15' 2OO3' cctrrnon

gtock repurcbaaca of Z.Z niffiou sbarcg f,or casb of $125 million under tbe
cormcra Btock repgrcbaae autborizatioa, $3 nillion of conapn etsock reacquired
fronr enployeee io eatiefy tax withholding reguirernenEa on restricted gharcs

iaEued undcr enployec benefit plana, caeh dividends lnid of $61 nll}ion, aad

aet rcpalmest" of a.Ut, excluding the ituDe 1998 igauance of public debentureg,
of $51 million.

Oo AugruEE 3, 1999, tbc Board of Directors rescinded the corltoratiog'a
authorization to rcpurchaae ghares, under tbe conmon stock repurchase
autborization, aubeequeat to tbis date'

Ia April 1999, tbe eorporaEion and Petroliam Nasional Bcrbad ('PS!RO![AS'), tbe
natioBal oil corqnny ol u"t.y"ia, agrreed to form three joiat vcnture coqnniee
(tbc OpT$.tAL ero.tpl tbat wlll l'|rild and operatc a 500,O00 netric-toD3-Itcr-year
ethylene plant, " les,oo0 rnctric-tons-Per-year etbylene oxide/glycol plant,
anil a nultiple slrccialties & irtemediatee derinativee plane in KQrteb,

Terenggaau, Uatalaia. .Ilbe joint venturea' prirnary nrarketiag foqrg riII be in
SoutUeigt Asia. Tbe corporation anticipates firnding ita alryroxtunatc

$SOO millioa sbare of tbe cost of the cotqrlex tbrough its 2001 planned startuP
date with latcroally gclrcrated f,undg and exteraal debt- At itune 30, 1999, the
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corltoratio1 bad invested approximately $49 mil'lioa, and rras firrnly cormitted
to an additioaal 950 million.

I'he corporation's ratio of debt to total capiEal wae 49.8 Percent at itune 30,
1999 cotttpared to 47.2 gercent at December 31, 1998. At ilune 30, 1999 there
were no outsstandiug borrowiugs under tshe exieEing major banlc credit agreement
aggrregatsing $1 billion. The cozporatioa bae an effective shelf regfistration
statement covering $5OO millioa of public debt eecurities at ilune 30, 1999.
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PART II. CrlHER INFORIIATION

Itelr 1. Leqal Proceedinqs

See NoEe ? Eo the corlroratioDrs coD'solidated financial statsements

on Pages 11 and L2 of tbis report on Fom 10-Q'

As reported in tbe corporation'e Form lO-K for the period ended

Decenber 31, 1998, o11 November 23, 1998, the West Virginia Divieion
of Environmental Protection.ieeued a ProPoaed Order to the
eorporatioa alleging violatione of bazardous waste regrulatioas at tbe
corporation,B Soutb Cbarleston, West Virgiaia plant. Tbe Proposed'
order sougbt a civil penalty of 9359,200. Oo iluly 15, 1999, tbe
eorporation and IWDEP reacbed a settlcnreut of tbia matter Pursuant to
whicb the corlroration agrreed to pay a penalty of $50'o00 and to
perfonr Supplenental Environmeutal Projccta at a coat of.9{7,100.

Item 6. E:chibits and ReDortg on Fonn 8-K

(a) E:rbibits

Tbe following orbibits are filed as part of tlrig rePort:

2 - lgirecrnent alrd PIan of Mer1ger, dated August 3, 1999,
by and among thi corgnraEion and fre Dow Cbemical
coqrany and Traneitioa Sub Inc. (See E:chibit 2 of the
eorporatioD'e Fotm 8-K dated Augrrat 3, 1999) '

27 - FlDarcial Data Schedule.

99 - Stock Optioa Agrrcerncnt, dated Augrust 3, 1999 by and
betwecntbecorporatioDandTbeDoTcbemicalConpany
(See B:cbibit 99.1 of tbe corporation,a Form 8.K dated
Augiust 3' 1999)

(b) Tbe corporatio1 filed the followiag reports oD Forn 8-K for tshe

three mnths euded ilune-30' 1999:'

1. Fotrn 8-K dated April ?, L9gg, eontained tbe coryoration'a
conEutatiou of Retio of Earaings tso Fixed cbarEea for the

' lGar ended Dccctibcr 31, 1998.

2. Fo!! E-K dated Alrril 26, L999, contained tsbe corporatioD's
press releage dated APril 25, 1999'
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SIGNAII'RE

Rrrsuant to the reguiremeDte of the Secrrrities E:cchange Act of 1934, the
Regiatrant bae duly caused this.rePort to be sigmed on its behalf by the
undersigned chereunto duly autborized.

I'}TION CARBIDE CPRPORATION
(Regist'rant)

Date: Auqust 12, 1999 By: /s/,tobn K. nrlff
i'OEN K. IIT'I,FF
Vice-Preeident, Chief
FiDancial offieer and
coatroller

25



EXIITBTT TNDEK

E:dribit
No.

2

27

99

Agreement and Plan of Merger, dated Augrust 3, L999'
by and among tbe corPoration a'nd Tbe Dow Chemical
C}rpany and Traneition Snb Inc. (See E&ibit 2 of tshe

"o=potitiotl's 
Fom 8-K dated Augruat 3' 1999) '

Fiaancial Data Scbedule

Stock Option egreement, dated Augrust 3, 1999 by and

betreentlrecorporatioDandTheDowcbemicalConpany
(See Ecbibit 99.1 of tbe corporation,e Fotm 8.K dated
Auguat 3, 1999).

tfberever an e'rbibit lisBcd abo|l'e refers to anotber ecbibit (e'g'' rsec Etbibit
5 of -'), that erbibit or doqnnent ie incorporated bereia by sucb refereace'
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<Fl>Othcr expenses arc equat to rcccrrch erd dcrrctopcnt of 76 atd deprcciatiqr lnd

anprtizrtion of 199.

<FZ>The EPS-PRIilAnY l|r'|'rt rcprescnts blsic ecrnir,gs pcr eharc md thc EPS'DlttTED

d|bunt represcnte ditutcd'eernings pcr sherc, c6lFJtd in rccordarrc rith
StatqrEnt of Finrrciat Accourting Stcndcrds Xo. 128, rEarainga Pcr Sharc.r
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